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Short term assets and short term liabilities are important items in firm balance sheets. This is 
especially the case for firms, which operate in production and trade industries. In a capitalist economy, 
the objective of a firm should be maximizing the wealth of owners. To achieve this aim firms must be 
able to exploit market opportunities and add equity capital value. This means maximizing the volume 
of difference between sales and costs. Working capital management is important in this process. Short 
term assets produce holding and financing costs. Short term liabilities also produce costs. A right 
working capital policy must maximize revenues and minimize costs at an acceptable degree of risk. 
Theoretically speaking, large amounts of inventories and receivables boost sales but increase costs. A 
restrictive short term assets policy cut costs and sales. On the other side different financing practices 
also affect costs and risks. 
 
Working capital policy and management was object of many researches. Kieschnick, Laplante, and 
Moussawi (2013) studied the relationship between working capital management and shareholder 
wealth in the US. Khoury, Smith, and MacKay (1999) compared working capital practices in Canada, 
US, and Australia. Rafuse (1996) analysed the impact of delaying payment to creditors to improve 
working capital in the UK and found that counterproductive to individuals, and to the economy as a 
whole. Hill, Kelly, and Highfield (2010) studied how different operating and financing conditions 
affect working capital behaviour. Pell and Wilson (1996) studied working capital and financial 
management practices in the small firm sector in a part of the UK. Gill, Biger, and Mathur (2010) 
studied the relationship between working capital management and profitability in the US. Deloof 
(2003) studied if working capital management affects profitability of Belgian firms. Garcia-Teruel and 
Martinez-Solano (2007) studied the effects of working capital management on SME profitability in 
Spanish SMEs in a period from 1996 to 2002. Afza and Nazir (2008) investigated the relationship 
between aggressive/conservative working capital policies for seventeen industrial groups of public 
limited companies in Pakistan in the period from 1998 to 2003. 
 
The aim of the proposed research is to study the impact of working capital policy on firm performance 
and firm financial requirements. The empirical analysis will be performed on a population of 50.000 
Slovenian firms divided in 19 industry sectors, differentiated by size and number of employees. We 
will use data for a period from 1995 to 2014. First we will explore the link between OWC1 and sales, 
ROE, and ROA. Second, we will try to explore the link between NWC,2 ROA, and ROE and the link 
between NOWC,3
1 OWC (Operating Working Capital) is defined as inventories plus receivables. 
 ROA, and ROE. We will try to define the optimal amount of short term assets in an 
industry sector taking into account the size of a firm. We are also interested in the potential capital that 
could be released in each sector and economy as a whole. We will perform multiple regressions with 
different measures of firm performance (ROA, ROE, FCFE/Equity, FCF/Assets) as a dependent 
2 NWC (Net working Capital) is defined as inventories plus receivables minus short term liabilities. 
3 NOWC (Net Operating Working Capital) is defined as inventories plus recievables minus payables 
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variable, and with shares of short term assets (inventories and receivables), short term liabilities 
(payables, short term debt), NWC, and NOWC as independent variables, and with a type of industry 
and firm size as control variables. 
 
Our results will be valuable for individual company performance, and also for the Slovenian economy 
as a whole, as an indicator of potential better capital allocation. The long time span of data, which 
includes the last financial economic crisis, assures different economic conditions, and consequently 
allows the identification of the optimal working capital policy, taking into account the risk. 
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